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KEY ECONOMIC INDICATORS 


All values in U.S. $ million, Official Exchange Rate: 
unless otherwise stated. IL 6.00 = U.S. $1.00. 


General Note: To facilitate comparison of trends, all data in Israel pounds are 
converted to dollars at the present official exchange rate (unless otherwise sta- 
ted), though this rate has been in force only since November 10, 1974. 


% Change 
1972 1973 1974 in 1974 


INCOME, PRODUCTION, EMPLOYMENT 

GNP, current prices 4,865 6,264 9 ,002 44 
GNP, constant 1973 prices 5,452 6 ,264 6,677 7 
Total Resources, current prices 7,578 10 ,009 15,179 52 
Government Budget (a) 3,023 5,204 6,775 30 
GNP Per Capita, current prices ($) 1,546 1,927 2 ,689 40 
Construction Starts (1,000 sq.m.) 8,580 7,265 6,770 -7 
Average Unemployment Rate (%) cor 2.6 3.1 19 
Average Wage ($ per month) (b) (e) (f) Zi Za. 360 (Nov) 34 
Productivity Growth per Worker (%) 1 


Industrial Production Index (1968=100) (b} 156.8 165.7 172.3 (Sept) -1 (g) 
Average Population (thousands) 3,146 bones 3,348 3 


MONEY AND PRICES 


Money Supply (c) 931 1,233 1,454 18 
Foreign Debt (c) 4,081 5 ,093 6,223 22 
Domestic Debt (d) (f) 3,576 4,536 6,184 36 
Interest Rate (Big Banks) 18 19 20 5 
Wholesale Price Index (1968=100) (b) 132.6 157.9 239.2 51 
Consumer Price Index (1969=100) (b) 134.1 160.9 224.8 40 


BALANCE OF PAYMENTS AND TRADE 

Foreign Exchange Reserves (c) 1,230 1,810 1,200 -34 

Balance of Payments, basic balance +/- +678 +566 -1,120 

Balance of Trade, net, +/- - 862 -1,556 -2,430 E 56 

Commodity Exports, f.o.b., gross 1,147 1,455 1,825 25 
U.S. Share 223 267 301 13 

Commodity Imports, c.i.f., gross 1,987 2,987 4,205 41 
U.S. Share SID 565 746 E 32 

Tourists Arriving (thousands) 728 662 625 -6 
U.S. Share 289 228 207 E -9 


Main imports from the United States in 1974 (E): agricultural products, $265 million; 
machinery and electricity, $152 million; automobiles, ships and aircraft, $58 million; 
metal products, $55 million; rough diamonds, $48 million; chemicals, $37 million; 
optical and measuring instruments, $25 million; paper cardboard products, and books, 
$21 million; textiles and clothing, $23 million; plastic and rubber products, 

$15 million. 


Footnotes: (a) Fiscal year beginning April 1; 
(b) Annual Average; (c) As at December 31; 
(d) As at March 31; (e) Excluding accompanied payments; 


(f) Exchange rate of IL 4.20 = U.S. $1.00. 
E Estimate 


(g) Data not available for entire year; % change is from same period 
in previous year. 





SUMMARY 


The Israeli economy is going through a period of high uncertainty, 

as the Government attempts to cool off the continuing boom without 
causing a recession. In 1974 GNP increased by 7 percent in real 

terms despite increasingly restrictive government policies. Israel's 
most pressing economic problem is to find means of financing its 
enormous balance of payments deficit on goods and services, which 
reached $3.4 billion last year. The quasi-war footing of the economy, 
including defense imports of $1.7 billion, was the main reason for these 
developments; increased import prices for fuel, food, and raw materials 
were also contributing factors. 


The government announced a series of austerity measures in 

November 1974, including the devaluation of the Israeli Pound by 43 percent, 
designed to dampen inflationary pressures and safeguard foreign 

exchange reserves, Further tax increases were announced in 

February, 1975. Inflation is expected to continue, although at a reduced 
rate, possibly a 20-30 percent increase this year. A key variable 

in this fight against inflation in 1975 is the question of how much of 

a cost of living adjustment will be paid in July. 


The official forecast for 1975 is not good by Israeli standards but not 

bad compared to the rest of the world. GNP is projected up by 3 percent 
in real terms, with unemployment rising slightly above the current level 
of about 3 percent. The current account deficit is expected to remain 

at about $3.3 billion and foreign exchange reserves at about the level 

at the end of 1974, i.e., $1.2 billion. 


Israeli imports from the United States increased by 32 percent in 
1974, but the US share of the Israeli commercial market declined to 
18 percent, Nonetheless, Israel continues to offer opportunities for 
U.S, exporters and investors. The GOI's austerity program is 
designed to reduce private consumption and the importation of luxury 
goods. 


Israel's high priority on defense and production for export presents several 
attractive areas for U,S, firms, notably chemical processing, power 
generation, electronics, computers and related equipment, process control 


instrumentation, and avionics and aviation support equipment. 





CURRENT ECONOMIC SITUATION AND TRENDS 


The economy of Israel has been in a transitional phase since the 1973 
War. The post 1967 boom has continued in several important aspects: 

in 1974, the Gross National Product (GNP) increased by 6. 6 percent; 
unemployment was virtually nonexistent; and the Consumer Price 

Index rose by 56.2 percent during the year, more than double 

the rise in 1973 and quadruple the rise in 1972. The balance of payments, 
Israel's basic economic problem, ran a deficit of almost $800 million 
last year. The current account deficit reached $3.4 billion, a 31 percent 
increase over 1973, The most important reasons for these developments 
were the operation of the Israeli economy on a quasi-war footing since 
October 1973 and the expenditure of $1.7 billion for defense imports, 

both direct and indirect in 1974, Contributing factors were the increases 
in international prices for petroleum, food, and raw materials. 


Merchandise imports increased 41 percent to $4. 2 billion and direct 
defense imports totalled $1.2 billion. Service imports increased over 
36 percent to $1.5 billion. Therefore total imports were $6. 9 billion, 
or more than twice total exports of $3.3 billion. Commodity exports 
increased 25 percent in 1974 to $1. 8 billion, with diamonds accounting 
for $560 million, a slight increase in nominal terms over 1973. Citrus 
exports were $116 million of total agricultural exports of $187 million. 
Service exports were up 25 percent to over $1.6 billion despite an 

18 percent decrease in tourist earnings to $190 million, 


Israel traditionally finances its current account deficit with massive 
capital imports. Unfortunately, 1974 was a poor year for the capital 
account, which totalled $2.3 billion compared with $3,2 billion, a year 
earlier. Unilateral transfers declined from an all time high in 1973 

of $2.2 billion to $1, 6 billion in 1974, of which $650 million was from 
the United States Government. The largest decrease was in institutional 
transfers, primarily the United Jewish Appeal, to $300 million from 
$713 million the previous year. 


On November 10, 1974, the Government of Israel (GOI) announced an 
Emergency Economic Program designed to ameliorate the economic 
situation, The Israeli pound (IL) was devalued by 42. 9 percent from 
IL 4,2 to IL 6.00 per dollar (the last devaluation was in August 1971). 
Subsidies on basic commodities were reduced, and as a result, basic 
food prices rose by an average of almost 100 percent. Fuel prices 
were raised for the third time since the October War. The travel 

tax was increased, The import surcharge was reduced from 35 to 





15 percent yielding an effective rate of exchange for imports of 

IL 6. 90 compared to IL 5, 67 previously, for a decrease of 22 percent. 
Imports of certain luxury items were prohibited for six months and 

an additional import duty of 10 percent was imposed on other luxury 
articles, Export incentives were changed so that the effective rate 
of exchange for exports was IL 7.23 and IL 7.64 per dollar, depending 
upon the value added, for a net increase of about 20 percent. 


An important element in the Fmergency Program was the GOI's 
proposal to eliminate the inflationary impact of the Program from the 
cost-of-living allowance (COLA) paid to wage earners in1975. The 
Histadrut (General Federation of Labor), the employers and the GOI 
agreed to a January payment of 30 percent of the base salary, up to 
a maximum of IL 300 per month, with any payment over IL 200 
made in five-year government bonds linked to the Consumer Price 
Index, The GOI also requested that wage contracts be extended for 
a year as part of the Emergency Economic Program. The Histadrut 
agreed in December 1974 to extend existing wage contracts through 
June 1975. The resolution on the dispute of how much of a COLA 

to pay beginning July 1, 1975 and the extension of wage agreements 
will have important bearing on the economic outlook for the second 
half of the year. The Histadrut has emphasized that its future wage 
policy will be heavily influenced by government action in the field of 
taxation, specifically in reform of the income tax system, 


As anothe r facet of its Emergency Program, the GOI in F ebruary 1975 
proposed an increase in the purchase tax of 7.5 percent on most 
commodities and the establishment of a payroll tax of 7.5 percent. It 
subsequently reduced the payroll tax to 4 percent effective in April 

in response to opposition by the Histadrut and the Manufacturers' 
Association, The GOI has promised to introduce a tax reform which 
would include the establishment of a value-added-tax (VAT) and the 
reduction of income tax rates; both elements will be implemented in 
the latter part of 1975, although not necessarily simultaneously, 
according to present plans. The additional revenues from the VAT 
will be used to offset the lower revenues from reduced marginal pay- 
ments (income tax plus compulsory loans) which are currently 

87.25 percent for annual incomes equivalent to $15,000. In 

addition to lower rates, the proposed income tax will probably apply 
to a broader income base than presently. The net effect of the 
reform, if enacted, will be to shift some of the tax burden from the 
income earner to the consumer, 





A freetrade agreement was initialed between Israel and the European 
Communities (FC) on January 23, 1975. The agreement is scheduled 
to go into effect in July, 1977, when the EC will abolish duties on most 
of Israel's industrial exports. Israel's agricultural exports will also 
benefit under the agreement, The EC, in return, will receive certain 
reductions in Israeli tariffs, Final approval of the agreement is 
expected sometime in 1975, 


Net foreign investment declined from a record $159 million in 1973 to 
an estimated $50 million in 1974, Foreign investment had been rising 
strongly for several years preceding the October War. The war 
constituted a setback, but it is still not certain how serious this 

will be because investment remains one of the more volatile 

elements in the balance of payments. The GOI believes that the 
devaluation and economic measures taken in November will help to 
stimulate an increased flow of foreign investment. 


Monetary expansion was relatively slow until the November devaluation, 
but the trend was not uniform because of devaluation rumors throughout 
the year. The Bank of Israel's monetary policies were designed to 
stimulate the economy for the first five months of 1974 when it 

switched to restraint for the remainder of the year. Fines on 

bank reserve requirement shortfall were reinstated in May anda 

100 percent liquidity requirement was imposed in July on incremental 
“nondirected" credit, From August to October, 1974, monetary 
expansion increased by 10 percent, as a result of increased governmental 
expenditures coupled with the public's expectations of inflation and eventual 
devaluation. The increase in governmental expenditures was financed 
by both increased debts to the Bank of Israel and capital imports; 

the expansion of governmental expenditures was even greater than 

the increase in governmental debt. Increased bank credit also 
contributed to monetary expansion, The liquidity injected into the 
economy did not stimulate monetary expansion until August because 

of the offsetting effects of foreign exchange purchases by the private 
sector. This accounted in large part for the decline in foreign 

exchange reserves from $1, 8 billion at the beginning of the year to 

less than $1 billion immediately prior to devaluation. By the end of the 
year, reserves had risen to $1.2 billion. There were fears that the 
devaluation would stimulate massive conversions of foreign currency 
deposits and lead to further monetary expansion. These fears, however, 
did not materialize. 


The GOI's budget for FY 75/76 (ending March 31, 1976) projects total 
spendim at IL 56.3 billion, compared to IL 40.4 billion in FY 1974/75, 





a nominal increase of 38 percent, Direct defense expenditures are 
projected at IL 22 billion or 40 percent of the total budget. Total 
revenues are estimated at IL 54.8 billion, or IL 1.5 billion less 

than expenditures, The difference will have to come from Bank of 
Israel lending to the GOI, i.e., money will be printed. The GOI 
estimates the GNP in 1975 at IL 76.4 billion, up 41 percent in nominal 
terms, but only three percent in real terms, from the previous year. 
The increase in the Consumer Price Index during the year is officially 
forecast at 18 to 20 percent, certainly optimistic, The current account 
deficit is expected to remain at approximately $3.3 billion. Unemploy- 
ment is forecast at 5.0 percent. Many observers, however, foresee 
some sectoral unemployment but do not believe the overall jobless 

rate will reach that level. 


At the end of 1974, Israel's foreign debt amounted to $6.2 billion, or 
approximately $1, 800 per capita. While the GOI resorted to commercial 
borrowing to buttress its foreign exchange position in 1974, the 

bulk of Israel's foreign debt is in long-term maturities, at concessional 
interest rates. Israel's foreign debt burden in FY 1975/76 will amount 
to $716 million, $321 million for interest payments and $395 million 

for principal. The foreign debt is officially forecast to reach $7.8 
billion at the end of 1975, 


IMPLICATIONS FOR THE UNITED STATES 


Although Israel is no longer the largest market in the Middle Fast 
for United States exports, it still presents good market opportunities 
for U.S, trade and investment, 


Israeli imports of U.S, goods (excluding arms) in 1974 are estimated 
at $746 million, an increase of 32 percent over the previous year, 
However, the U.S, share of the Israeli import market declined to 18 
percent, a decline for the third consecutive year. In order to reverse 
this trend, U.S, exporters will have to adopt more aggressive strategies 
vis-a-vis the Israeli market. The Embassy is often told 

by Israeli importers that U,S, exporters do not seem interested in 
the Israeli market, High transportation costs from the U,S, are 

also cited as a disincentive for Israelis to buy U.S. goods. But 
recent currency reallignments should serve to counteract this 
development and make U,S, goods relatively price competitive. 
Moreover, the Government's austerity program is designed to reduce 
the consumption and importation of luxury goods which the U,S, 

has never supplied to any great extent, 





Considering Israel's high defense requirements and keen interest 
in production for export, there are several interesting areas for 
U.S, exporters, notably chemical processing, electronics, 
computers and related equipment, process control instrumentation, 
and avionics and aviation support equipment. Despite budgetary 
restrictions, there are still plans to expand Israel's electric power 
generating capacity and railway networks, both of which offer 
interesting opportunities for U.S, suppliers. 


The GOI has liberalized its restrictive policy toward short-term 
supplier credits. Given the relatively high Israeli interest rates, 
U.S, firms could usefully explore the possiblities of expanded sales 
on these terms in this area. 


As mentioned above, the GOI believes that the recent devaluation 

and economic measures will stimulate increased foreign investment. 
The GOI's Investment Center has been emphasizing science-based 
industrial investment in such areas as chemicals, computers and 
electronics. Many incentives are offered foreign investors. Complete 


information is available through the Investment Center, which has 
several offices in the U.S. 


774.491? 








